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MEMORANDUM

Date: June 6, 2002

To: McCullough Research Clients
From: Robert McCullough

Subject: PerotSystems ISO Presentation

On Wednesday, California State Senator Dunn released a copy of a presentation apparently made to
a market participant by a PerotSystems representative. A story by Jon Kamp of Dow Jones indicates
that the presentation was made to Reliant in June of 1998. The timing is consistent with the
information contained in the presentation, but seems somewhat earlier than expected considering the
understanding shown in pages 16 through 30 which contains a detailed discussion of the “target price”
problems with the ISO’s real time pricing methodology.

The most significant evidence in the timing of this memo is slide 41. The use of Silver Peak, a very
small line across the Nevada border, in the example is critical, since this line was used to perform
substantially the same game described here. The gaming of the Silver Peak line took place on May
25, 1999. Itis very unlikely that a sophisticated presentation such as this would have described such
a scheme after it had been tried, discovered, and was under disciplinary review.

Overall, this puts the timing of this presentation between June of 1998 and May of 1999. The
sophistication of the target price discussion would tend to favor a later, rather than earlier, date.

Today, PerotSystems released two additional presentations. For the sake of simplicity, the three
presentations are named “Reliant” for the original presentation and “Perot 1" and “Perot 2" for the two
contained in PerotSystems 8K.

Internal evidence within the presentations indicates that Perot 1 and Perot 2 were made at least four
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months and as much as sixteen months before the Reliant presentation.

The following table compares the three presentations. As can be quickly seen, the three presentations
share many of the initial slides. These slides represent introductory comments concerning the basic
environment. Perot 1 clearly took place before the start of the California market. It repeatedly
references January 1, 1998. In fact, the market started four months late on April 1, 1998. Both Perot
1 and Perot 2 mention the “target price” problem. Neither mentions the adjustment later adopted to
eliminate the “dip” that could take place between decremental and incremental prices.

The Reliant presentation shows a far more detailed understanding of ISO mechanics in the later part
of the material. The gray area at the bottom of the chart shows the Silver Peak example. This
example is only present in the Reliant presentation.
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In conclusion, Perot 1 and 2 appear to predate the onset of the California ISO. In the case of Perot
1, this conclusion is clear because of the incorrect date given for the start of the market. Perot 2
has very similar examples and also does not mention any target price adjustments to the real time
market.

The Reliant presentation clearly takes place after the start of the market. The Reliant presentation
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is considerably more aggressive. It describes fully fleshed out schemes, including Silver Peak
which took place a full year after the start of the PX and the ISO.
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